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PROCEEDI NGS

CHAl RVAN NEWSOMVE: Let's go ahead and get started.
This is a public neeting of the Cormodity Futures Trading
Comm ssion to discuss three securities futures product
rulemaking. So, this hearing is hereby called to order.

The three issues that we intend to take up today
are: a grandfathering position for certain security index
futures contracts traded on foreign boards of trade which
were jointly authorized by the SEC and the CFTC prior to
enact nent of the CFMA

Secondly, the SIPA/ SEG rul es that govern the
treatment of customer funds.

Then thirdly, a joint order nodifying the listing
standards for security futures products to permt exchange
traded funds, trust issued receipts and cl osing fund shares
to underlie security futures products.

W'l |l take each of those independently. W' |l ask
staff to brief the Conm ssion and then we'll open it up for
guestions and comments.

Does anybody have any questions?

[ No response. ]

The first issue that we will take up is the joint
CFTC- SEC order excluding the security indexes fromthe

definition of the narrow based security index.



David Merrill, would you please brief the
Comm ssi on?

MR. MERRI LL: Thank you, M. Chairman. The staff
today is recomrendi ng that the Comm ssion issue an order
jointly wwth the Securities and Exchange Conmi ssion that
will continue the recognition provided by the Conmodity
Fut ures Moderni zation Act for certain foreign security
i ndexes as bei ng not narrow based, thereby permtted the
continued offer and sale of futures contracts on these
foreign i ndexes which are traded on foreign exchanges
pursuant to a series of no action letters which have been
i ssues previously by the Conm ssion staff.

By issuing the order the Comm ssion will provide
| egal certainty and prevent market disruptions that could
result concerning the ongoing offer and sale of these
forei gn exchange-traded stock index futures contracts in the
United States.

As the Conm ssion is aware, beginning in 1983, the
General Counsel’s O fice has issued a series of no action
|l etters authorizing the offer and sale in the U S. of these
foreign stock index futures contracts. By Decenber of 2000
when the CFMA was enacted, we had issued letters covering
sone 42 such futures products.

Wth the enactnent of the CFMA, Congress for the

first tine established a framework for the joint regul ation



by the CFTC and the SEC of futures contracts on single
securities and on narrow based security indexes and
continued the Conm ssion’s exclusive jurisdiction over
futures contracts on non-narrow based or broad based
security indexes.

To delineate this jurisdiction between the two
agenci es, Congress included in the CFMA an objective
definition of the term “narrow based security index.” That
definition includes several nunerical tests for what does
and does not constitute a narrow based security index.

In addition, the CFMA specifically excludes from
the definition of narrow based security index those foreign
i ndexes that have received CFTC no-action relief, thereby
allow ng their continued offer and sale in the United
States. This exclusion, however, |apses 18 nonths after the
enact ment of the CFMA, which is to say, June 21.

The CFMA also, in its definition of narrow based
security index excludes fromthat definition an index
underlying a futures contract traded on a foreign board of
trade, which neets such regulatory requirenments as the two
Comm ssions m ght stab, even though that foreign index m ght
fail either of the two nunmerical tests for what does not
constitute a narrow based i ndex.

As the Comm ssion is aware, the staff continues to

work diligently wwth the staff at the SEC to devel op such a



nore flexible test for determning if a foreign security
i ndex is broadbased.

In the interim wth the approach of the June 21st
expiration of the statutory protection afforded the 42 stock
i ndex products that have received no action relief, we
recommend that the Comm ssion issue the order jointly with
the SEC to permanently extend that relief.

The only other thing that | would add, M.
Chairman, is that the CFMA specifically authorizes the two
agencies to issue this order finding that these foreign
security indexes continue to be broad based and the SEC, as
| m sure you know, in its public neeting yesterday, issued
the identical order that you have before you

I’11 be happy to take any questi ons.

CHAI RVAN NEWSOVE: Ckay. Thank you, M. Merrill.
Before we get into the questions, do any of the other senior
staff have any coments or thoughts on this?

[ No response. ]

Ckay. Thank you. | have no questions or coments
on this particular rule.

Conmmi ssi oner Hol unf?

COWM SSI ONER HOLUM  Yes, | do have one question
| understand that this grandfathers in all the existing
contracts. VWat is the status of the rules for new

contracts?



MR. MERRILL: For new contracts? As | say, we
continue to work on a daily basis at the staff level with
the SEC to develop so-called Path C, as we call it, Path A
and B being the two paths in the statute.

We are working on it. | amnot directly involved
day to day, but I amwrking with others. It’'s a daily
event .

COW SSI ONER HOLUM  But we won’t neet the June
21st deadline for that?

MR. MERRILL: Certainly not. | think that’s a
fair statenent. W will not get it done in the next three
weeks.

COWM SSI ONER HOLUM Do you have any tinmefrane or
what is your projected goal for getting those rules?

MR. McCARTY: Conm ssioner Holum the June 21st
deadl i ne on the grandfathered foreign indexes is for the
specific set that’s being addressed here today. The other
rul e making for the Path C approach which woul d affect other
foreign security indexes is sonmething which the staff is
hopeful of sending a counter-proposal the SEC within the
next ten days.

COWM SSI ONER HOLUM  Thank you very nuch. | have
not hi ng further.

CHAI RMAN NEWSQOVE: Conmi ssi oner Erickson.



COW SSI ONER ERI CKSON: | have no questions on
this. Thank you.

CHAI RVAN NEWSOVE: | f there are no further
questions, then I'I|l entertain a notion that the Comm ssion
publish in the Federal Register, an order which the
Comm ssion and the Securities and Exchange Conmm ssion
jointly provide for the exclusion of security indexes from
the definition of a narrow based security index to qualify
for the grandfather exclusion under Section 1(a)(25)(B)(V)
of the Commodity Exchange Act and Section 3 (a)(55)(C (V) of
the Securities Exchange Act of 1934 which expires, as David
said, on June 21, 2002, as outlined in the nmenorandum of the
O fice of General Counsel dated May 29, 2002.

COW SSI ONER HOLUM | so npve.

COW SSI ONER ERI CKSON:  Second.

CHAI RMAN NEWSOVE:  The notion has been noved and
seconded. |Is there any further discussion?

[ No response. ]

CHAI RMVAN NEWSOVE: |If not, all those in favor say
aye.

[ Chorus of ayes.]

CHAl RVAN NEWSOVE: Any opposed?

[ No response. ]

The vote is unaninobus and the notion is approved.

Thank you.



The next item for Conmm ssion consideration are the
final rules on treatnent of custonmer funds and security
futures product transactions.

M. Lawton, can you please brief the Conm ssion on
this matter?

MR. LAWION: Thank you, M. Chairman and
Comm ssioners. |I'mto present to the Conm ssion a
recommendation of the staff that the Conm ssion authorize
publication in the Federal Register of a rel ease announcing
t he adoption of rules applicable to accounts hol di ng
security futures products.

The rul es address CFTC and FTC cust oner
protection, record keeping, reporting and bankruptcy rul es
as well as the Securities Investor Protection Act of 1970.
This is the so-called SIPA/SIPC rel ease. These rules would
be adopted pursuant to the provisions of the CFMA that
direct the CFTC and the SEC to address certain duplicative
or conflicting regulations applicable to any firmfully
regi stered both as an FCM and as a broker-deal er.

In general the rules would permt a full FCM a
full BD, to choose or to let its customers choose whet her an
account where security futures products are held wll be
treated as a futures account subject to the segregation
requi renments of the CEA, or as a securities account subject

to the Exchange Act Rule, 15C- 3.



Wth certain nodifications the applicable
regul atory structure would then follow fromthe type of
account in which the security futures products were held. |
won't go into detail about each of the rules in the rel ease,
but just highlight a few of the itens.

The rules require all firms conducting business in
security futures products to make certain disclosures to
custoners that transact in security futures products
concerning the protections provided by both the CEA and the
Securities Exchange Act regulatory frameworks. Also, to
di scl ose the regulatory franework that will be applicable to
their account and to disclose that the alternative
regul atory framework will not be applicable to the account.

In addition, the rules require that every firm
engaged in this business that is fully registered both as an
FCM and as a broker-deal er establish witten procedures
regardi ng how custonmers’ securities futures will be held and
obtain a witten acknow edgenent from each custoner
i ndi cating that the custoner understands that the
alternative regulatory framework will not be applicable to
its account.

The rules al so specify how certain CEA and
Exchange Act record keeping, reporting and certain other
rules will apply to security futures product transactions

and the accounts in which those products are held.



The proposed rul es were published | ast Cctober.
The Comm ssion received three comment letters on the
proposal, one from NFA, the National Futures Association,
one submtted jointly by the FIA The Futures Industry
Association, and the SIA the Securities Industry
Associ ation and one letter submtted jointly by the Chicago
Mercantil e Exchange and the Chicago Board of Trade.

All of the comrenters supported the overal
approach of the rule in providing full FCM full broker-
dealers with flexibility in choosing whether SFPs will be
held in a securities account or in a futures account. In
support of the proposals, the comenters stated anong ot her
t hings that the approach taken would be neutral as to the
protection schemes and would allow firns to use the nost
cost-effective solutions when determ ning how to support
SFPs.

On the other hand, the commenters oppose the
requirenent in the proposed rules that the full FCM ful
bui | ds nust obtain signed acknow edgenents from custoners
stating the custoners understand that account protections
under the alternative regulatory schene woul d not be
avail able with respect to their accounts.

Comrent ers questioned the need for such a
requi renment and expressed concerns about the potential costs

and burdens.



The division has carefully considered these
comments and held further discussions with SEC staff
regarding this issue, and particularly with regard to the
potential need for a signed acknow edgenent under S| PA.

After careful consideration, staff
of the division and the SEC staff are recommendi ng that the
acknow edgenent requirenent be adopted essentially as
proposed, both as a custoner protection neasure and to
assure appropriate treatnment of clains in the unlikely event
of the bankruptcy of a broker-deal er SCM

The division does recommend response to the
comments, however. But if there is a change in account type
where SFPs are carried fromfutures to securities or vice
versa, that the firmbe required to notify the customer of
the effective date of the change through its regul ar account
statenment rather than imediately as was originally
pr oposed.

| would Iike to discuss briefly two other issues
rai sed by the commenters. One is confirmations and the
second is the SEC reserve formul a.

In the proposing rel ease the Conmi ssion’s
requested comment on the application, two transactions in
SFPs of the respective confirmation rules. That’s Rule
10(b) (10) under the Exchange Act and Rule 1.33(b) under the

CEA.



Al'l the commenters stated that confirmation
requi renents should fall fromthe type of correct in which
SFPs are carried. New CFTC rule 41.41(e) woul d provide that
CFTC rule 1.33 should not apply to SFP transacti ons and
positions carried in the securities account.

Nevert hel ess, SEC staff, we believe, is determ ned
to proposed 10(b)(10) will require confirmation of SFP
transactions to contain information related to the capacity
in which a firmacted with respect to the transaction, that
is either as principal or agent, and concerning paynent for
order flow, even if the SFPs are carried in a futures
account .

The SEC al so has determ ned however, to issue an
order that would exenpt firnms carrying SFPs in a futures
account fromthese requirenents of Rule 10(b)(10) until
these rul e anendnents are adopt ed.

Turning to a nore technical issue, the SEC Reserve
Formul a, one of the commenters noted that Item 13 of the
Reserve Formula allows margin required and on deposit at the
Options Cearing Corporation, OCC, for option contracts to
be included as a debit in the reserved formula cal cul ati on.

This commenter stated that in the near future OCC
and ot her clearing organizations, including clearing
organi zations registered with the CFTC as DCO nmay cl ear

SFPs carried by broker-dealers in the securities account.



The comrent er suggested that nmargin required and on deposit
with OCC and other clearing organizations relating to SPF S
carried in customer securities accounts should al so be
included in the reserve fornmul a.

The SEC staff has indicated in conversations with
division staff that the SEC nay address this issue of
anending item 13 of Rule 15(c)(3) in a separate rul e nmaking.
The SEC staff also has indicated that pending such a rule
maki ng the SEC nmay issue an exenptive order permtting
cl earing organi zations that neet certain criteria to be a
good | ocati on.

The order would be in effect until the anmendnents
t hrough 15(c)(3)(3) are adopted and the clearing entities,
applicable clearing entities, have an opportunity to conply
wi th any procedures and conditions.

In closing, | would like to recognize the efforts
of a nunmber of our staff who worked very |long and hard on
this project. They are Larry Patent, Tom Smith, Bob
Wasserman, Aline Schroeder, as well as Beverly Brown and
Tal orial d aze of the support staff. Thank you.

CHAI RVAN NEWSOVE: (Okay. Thank you, John.

Do any of the other senior staff have any comments
you want to make on this topic?

[ No response. ]



CHAI RVAN NEWSOVE:  |'I| start off with one
guestion, John. | want to nake sure we clear this is up.
You nentioned it during your comments. But in the preanble
to the rules it nmentions that the SEC wll issue an
exenptive order concerning reserve cal cul ati ons by broker-
dealers with margins on deposit at DCOs that nmade specified
criteria. |Is that correct?

MR. LAWON: Yes. Qur understanding in
conversations with the staff is that they will be issuing
such an exenptive order. Until such an order was to be
i ssued, funds held at the DCO woul d not count towards the
reserve cal culation for a broker-dealer.

CHAI RVAN NEWSOVE: So, can they carry SFP margin
as soon as the joint rules are issued or do they have to
wait for that order is approved?

MR. LAWION: They could carry it, however, the
firmwoul d essentially have a double count. They would have
to have noney at a good reserve |ocation, sone other good
reserve | ocation equal to the anount of margin that was held
at the clearing organization if the clearing organization
were not a good | ocation.

CHAI RVAN NEWSOVE: Have you got confort in terns

of going forward based upon your conversations with staff?



MR. LAWION: M understanding is they are working
on such an order. W have not actually seen a draft at this
poi nt .

CHAl RVAN NEWSOVE: Commi ssi oner Hol um any
gquestions?

COW SSI ONER HOLUM  Thank you. | do have one.
Again, it relates to the deadline. It seens |like we were
all prepared to neet our Decenber 21, 2001 deadline. 1Is the
SEC getting any closer? That deadline has been m ssed
al ready by several nonths.

MR. LAWION: | believe that they are planning to
schedul e a neeting on their version of this within the next
two weeks.

COWM SSI ONER HOLUM  Great. Thank you.

CHAI RMAN NEWSOVE:  Conmi ssi oner Erickson.

COWMM SSI ONER ERI CKSON: | just have one foll ow up
gquestion to yours, M. Chairman. Just for point of
clarification, John, the margin held at the OCC is already
considered to be a good | ocation under the SEC s
interpretation?

MR. LAWION: Actually, the way the rule is
witten, its margin held for options. So, they would
actually have to take sone sort of action for SFPs even at

OCC as wel l.



COWM SSI ONER ERI CKSON:  So funds held in SFP
accounts regardl ess at what clearing organization?

MR. LAWION: Right. So, our understanding is that
if there was an exenptive order that woul d address both OCC
and futures, clearing organizations as well.

COWMM SSI ONER ERI CKSON:  Okay. Thank you.

CHAI RVAN NEWSOVE:  Further questions? |If there
are no further questions or coments, if that’s the case,
then | wll entertain a notion that the Comm ssion approve
the joint final rules for publication in the Federa
Regi ster on the applicability of the CFTC and the SEC
custoner protection record keeping, reporting and bankruptcy
rules and the Securities Investor Protection Act of 1970 to
accounts hol ding security futures products as outlined in
t he menmorandum of the Division of Tradi ng and Markets dated
May 29, 2002.

COW SSI ONER HOLUM  So noved.

COWM SSI ONER ERI CKSON:  Second.

CHAI RMAN NEWSOVE: It has been noved and seconded.
s there any further discussion? |If not, then all in favor
say aye.

[ Chorus of ayes.]

Any opposed, nay.

[ No response. ]



CHAI RVAN NEWSOVE: The vote i s unani nous and the
rule is approved. Thank you very nuch, John.

The final itemfor Conm ssion consideration is the
order related to exchange-traded funds or the ETFs
underlying security futures products.

M. MCarty, would you please brief the Conm ssion
on this matter?

MR. McCARTY: Yes, M. Chairman and Comm Ssi oners.
The staff reconmmends today that the Conm ssion approve a
joint order with the SEC permtting security futures on
shares of exchange-traded funds, which |’mgoing to cal
ETFs, trust issued receipts, which I'll refer to as TIRs,
and cl osed end i nvestnent conpani es.

The overview. The CMA established criterion
requi renents for listing standards regardi ng categories of
securities on which security futures products can be based,
in particular the Exchange Act and the CEA require that
except as provided in the rule, regulation or order such as
the one we are considering today, security futures products
must be based upon comon stock and such other equity
securities as the Commssions jointly determ ne are
appropri at e.

The Comm ssions have been asked to permt security
futures to be based on a share of an ETF, TIR or a share of

a registered closed-end i nvestnent conpany. Collectively,



t hese investnment vehicles hold approxi mately $200 billion in
assets, while the shares of ETFs, TIRs, and closed end funds
are listed and traded on securities exchanges, in many

i nstances, such shares are not common st ock.

Therefore, without a joint determ nation of the
Comm ssions that the shares of ETFs, TIRs and cl osed end
funds are equity securities on which security futures may be
based, futures on ETFs, TIRs, and closed end fund shares
woul d not satisfy the security futures requirenments of the
CFMA.

The Conm ssions note the follow ng: ETF shares,
TIRs, and cl osed end fund shares are registered under
Section 12 of the Exchange Act. Investors effecting
transaction in these securities have access to publicly
avail abl e informati on about the securities.

Two, nost existing EFTS, TIRs and cl osed end funds
represent domestic and foreign indexes, regions, industries
and sectors that would not be considered to be narrow based
under the CFMA

Third, the listing and trading of security futures
based on ETF shares, TIRs and cl osed end fund shares w ||
make additional products available to market participants.

Fourth, conditions inposed by the conditions bel ow
will ensure that only liquid, widely held shares are

eligible to underlie security futures.



The Comm ssions have determned that it is
necessary and appropriate in the public interest and
consistent wwth the protection of investors to nodify the
listing standards requirenents for security futures to
permt an ETF share, TIR or closed end fund share to
underlie a security futures product subject to the follow ng
proposed condi ti ons:

The shares nust be registered under Section 12 of
t he Exchange Act and |isted or traded on a national security
exchange or through a national securities association and
reported as NVS securities. A mninmmof seven mllion
shares nust be owned by persons other than those required to
report their holdings under Section 16 of the Exchange Act.

Total trading volunme of the shares nust be at
least $2.4 mllion in the preceding 12 nonths. The market
price per share nust be at |east $7.50 for the mgjority of
busi ness days during the three cal endar nonths preceding the
date a future is listed on the shares.

The issuer of the shares nust be in conpliance
with all applicable Exchange Act requirenents.

In closing, the staff would again note that nost
ETFs, TIRs and cl osed end funds are based on donestic and
foreign i ndexes, regions industries and sectors which would

be considered to be broad-based security indexes.



The joint order specifically addresses the CFTC s
exclusive jurisdiction over futures and options on non-
narrow based security indexes. It states that nothing in
the order affects the CFTC s authority to approve a futures
contract that is based on a non-narrow based security index,
i ncluding an index that underlies an ETF, TIR or closed end
fun on which an approved security future is based.

That ends ny presentation. W would be happy to
accept any questions that the Conmm ssion may have.

CHAl RVAN NEWSOVE: Ckay. Thank you, M. MCarty.
The three threshol ds that you nentioned, and this may be
nore appropriate for Rick or Jimor the econom st, but the
three thresholds, the $7 million outstanding shares, the
annual trading volune of $2.4 mllion and then the m ni mum
price per share in the preceding three-nonth period, how
were those established? Were did that conme fron?

MR SHLTS: M. Chairman, the threshol ds you
mentioned will determ ne which ETFs, TIRs and cl osed end
funds would be eligible to underlie security futures
pr oduct s.

As the Comm ssion is aware, the CFMA establi shed
certain requirenents for trading and security futures
products, such as requirenents related to margins,

coordi nated surveillance, delivery procedures et cetera.



Anmong those requirenents is a provision which
requires that the listing standards and conditions for
trading be no less restrictive than conparable listing
standards for options traded in the National Securities
Associ ati on.

The SEC previously has approved rul es of
securities exchanges that established |isting standards and
eligibility criteria for various types of security options
that may be listed on those securities exchanges.

The listing standards adopted by the securities
exchanges al so apply to options on ETFs, TIRs and cl osed end
funds. The thresholds you nentioned in the order mrror the
listing standards that were previously approved by the SEC
for trading options on those types of securities, thus
speci fying the sanme threshol ds which seemto be appropriate
to conmply with the statutory requirenment that listing
st andards and options be adopted that are not | ess
restrictive than conparable listing standards for security
opti ons.

CHAI RVAN NEWSOVE: So it creates a simlarity to
opti ons.

MR. SHILTS: That's correct.

CHAI RVAN NEWSOVE: | don’t know if we’ve got this

on hand, but how many of the ETFs woul d be able to neet



t hese threshol ds? Do we have anythi ng where we coul d | ook
at that, Jin®

MR. OVERDAHL: Yes, M. Chairman. W have | ooked
at five different sponsors of ETFs and that represents
about, | think we found 119 ETFs and TIRs. O those 119, 98
failed the test under the provisions of the proposed rule.

CHAI RMVAN NEWSOVE: 198 did not neet the threshol d?

MR. OVERDAHL: Did not neet the threshold for at
| east one reason. Eighty of themfailed for nore than one
reason. | can give you a breakdown on how that comes out,
if you would Iike as to which were broad based and sector
based and so forth.

CHAI RVAN NEWSOVE: | f you don’t m nd.

MR. OVERDAHL: The npbst common reason for failing
the threshold was insufficient trading volune. Only a
handful , seven, potentially failed due to a m ninmum price
test, that 7.50 requirenent. W didn't | ook into that
carefully because all seven of those also failed for other
reasons, so we say, “Potentially failed.”

Twenty of the ETFs failed due to insufficient
trading history. So, they could potentially neet the rule’'s
threshold at some future date. O the 98 that failed, 45
wer e based on sector indices, 18 were country indices, 17

were style indices and 18 were based on broad based i ndexes.



O the 21 survivors, eight were based on broad
mar ket i ndexes, 9 were based on sector indexes, tw were
country indexes and two were based on styl e indexes.

CHAl RVAN NEWSOVE: Based upon those levels, it
woul d seemthat a relatively limted nunber of EFT
i nvestors then would be able to utilize security futures
products as a risk managenent tool. |Is that fair to say?
Does that create any problens, Pat?

MR. McCARTY: | think that is an absolutely
accurate assessnent, at least with respect to it being a
security future product. It is possible that that is one
reason we made this point in the order as well as during the
presentation, that nost of the indexes which underlie these
ETFs, closed end funds and TIRs woul d be non-narrow, and
t herefore broad based, in our view

Based on that, they would be within the CFTC s
jurisdiction and it would be appropriate and perm ssible for
us to approve a futures contract on the same index that
underlies one of the ETFs, TIRs or closed end funds.

CHAI RVAN NEWSOVE: (Okay. Thank you.

Comm ssi oner Hol um any questions?

COW SSI ONER HOLUM  Thank you, M. Chairman.
Yes, ny question again gets back to the timng. 1’ mpleased
to vote for this. |I’mwondering how soon the SEC, in your

judgnent, mght be taking action on this particular rule.



MR. McCARTY: W have not received, | guess, a
confirmation fromthe SEC regarding when it’s schedul ed. |
know that they have a June 6 open neeting and it is the
staff’s hope that they will be able to get that on to the
June 6th neeting along with the SIPA/Seg Rule. They are
still waiting for, | guess, their |ast clearances from
staff.

So, | guess it could be as early as next week.
They have anot her neeting scheduled for June 12, so one
woul d hope that they would be able to get to it by the 12th
of June at the |atest.

COWM SSI ONER HOLUM  Thank you very nuch.

CHAI RVAN NEWSOVE:  Thank you, Comm ssi oner.

Conmi ssi oner Erickson?

COMM SSI ONER ERI CKSON:  Briefly, maybe a coupl e of
guestions. | first of all want to thank you, Pat, and
ot hers who have really hel ped ne get ny mnd around this
concept of broad based index trading as a single security
futures product.

It has finally sunk in over tinme that what we have
here is a basket of held securities, that this is otherw se
regi stered as a security independently and people are
purchasing an interest in that basket as opposed to an

interest in the broad based index. So, | appreciate that.



Along the lines of the questions that the chairman
asked, with respect to ETFs, |I'’m presunm ng then that for
t hose ETFs where an SFP can be, | guess, offered, nultiple
exchanges could offer a single security futures product on
t hat one ETF basket. |Is that correct?

I n other words, the NYMEX, CBOT and CME coul d al
offer an SFP on an ETF that was ot herw se established by the
New Yor k Stock Exchange.

MR. McCARTY: Yes, | believe that’s correct.

COMM SSI ONER ERI CKSON: | have no further
guestions with respect to this particular rule making. But
just one point of clarification as well fromyou, Pat, and |
have briefly talked with you about it.

It’s this idea of noving forward as an order as
opposed to a rule. For those of us |ooking to the Cormodity
Exchange Act in the future, by issuing an order as opposed
to doing this by rulemaking, howis this reflected in the
white book? Is it a footnote to the law or is it otherw se
readily avail able for people to know that we have anended
the listing standards?

MR. McCARTY: | guess since the white book cones
out every year and a half or two years or so, it’s like the
CFR in ternms of being updated. But that was one of the
reasons why we wanted to have these orders published in the

Federal Register, so that people would have notice of it.



| think it’s our intention to have this sonewhere
on our hone page al so so that people nmay have access to it.
Qoviously, we would want to, in the next printing of the
white book, have it included in the appropriate place and
cross reference it to the Act so that people can find it.

COW SSI ONER ERI CKSON:  Thank you. It’s a concern
of mne. W don’'t have the sane history as the SEC of using
orders to really amend what the statute otherw se provides.
So, thank you.

MR. McCARTY: Yes, the statute is very clear about
we can go through rule, reg or order. So, this is a
preferred path by sonme agencies. It is a quicker way in
sone instances, but we will make sure that it is available
to people so that they can see it and understand that it is
there. So it’s clear when people are researching the issue.

COMM SSI ONER ERI CKSON:  Thank you. No further
gquesti ons.

CHAI RVAN NEWSOVE: Begin there are no further
questions, | wll entertain a notion that the Comm ssion
publish in the Federal Register the order in which the
Comm ssion and the Securities and Exchange Conmm ssion
jointly nodified the listing standards related to security
futures products as outlined in the menorandum of the Ofice
of CGeneral Counsel dated May 30, 2002.

COW SSI ONER HOLUM  So noved.



COWMM SSI ONER ERI CKSON:  Second.

CHAI RVAN NEWSOVE: |s there any further
di scussi on?

[ No response. ]

CHAI RVAN NEWSOVE: |s there any further
di scussion? Seeing none, all in favor say aye.

[ Chorus of ayes.]

CHAl RVAN NEWSOVE: Any opposed?

[ No response. ]

CHAI RVAN NEWSOVE: The vote i s unani nous and the
noti on passes.

Prior to adjournnment, | wanted to give ny
col | eagues on the Comm ssion an opportunity to nmake any
coments that they so choose. | have nentioned that to them
prior to this neeting.

May | start off by saying that | believe that the
CFTC and the SEC have made substantial progress over the
| ast year on the governing structure for security futures
products. W are continuing to nove toward permtting
tradi ng of these new products at the earliest possible date.

Qur shared goal has really been two-fold: One,
getting the rules done in a tinely fashion, and then two,
getting them done correctly. VWile, as Comm ssioner Hol um
brought up earlier, we have m ssed the statutory deadline, |

am confident that the inportance of taking a well thought-



out approach to these rulemakings will turn out in the |ong
run to be the appropriate action.

|’ m particular pleased to have voted on the three
items on our agenda today. Because the SEC voted yesterday
on the Commodity Futures Mdernization Act grandfather
provi sion, which permts the offer and sale in the U S. of
certain security index futures contracts traded on foreign
boards of trade where the offer and sale of such contracts
inthe U S was authorized by the CFTC upon consul tation
with the SEC prior to the enactnent of the CFMA

And because we just affirnmed the same order, that
order is now final. Therefore, | think these markets are
now provided with | egal certainty regardi ng these products
and that’s certainly a significant step in the right
di rection.

In addition, |’'m pleased that our Comm ssion has
voted on a final rule governing the treatnent of custoner
funds related to security futures transactions, the SIPC Seg
Rules. This, too, is a significant rul emaki ng, one that our
staffs have worked | ong and hard on, both the CFTC and the
SEC.

| want to echo John’s comments about his staff and
the many staff across divisions who have spent a trenendous
anount of tinme on these rul enmakings. It has been very much

appr eci at ed.



| amparticularly pleased with the account -
speci fic approached used in this rul emaki ng because |
believe that this approach serves both the futures and the
securities industry as well by ensuring that the joint rule
is not overly burdensonme nor anti-conpetitive.

| am al so pleased to see that the Conm ssion voted
on the exchange rate of funds order today. This is another
positive step toward the conpletion of rules for security
futures products.

Finally, I would Iike to nmention an issue that the
Comm ssion did not take up today. Chairman Pitt and |
i ssued a joint statenment on Decenber 21, 2001, which was the
first anniversary of the CFMA's enactnent, expressing our
comm tnent to pronulgation of final rules on margin for
securities futures products at the earliest possible date.

| believe that we are near in agreenent on margin
rules for security futures products. This week |I’'m
schedul ed a neeting with Chairman Pitt in order to reach
resolution on the remaining margin issues within a matter of
days.

| ook forward to speedy conpletion of the entire
rul emaki ng package for the donestic trading of these
pr oduct s.

Comm ssi oner Holum any comments that you would

li ke to make?



COWM SSI ONER HOLUM  Thank you, M. Chairman. |
would like to join with you in saying how pleased | amto be
able to vote on these three issues today and al so to commend
all of you who have worked so hard and have spent countl ess
hours since the passage of the bill to conme into conpliance
wi th our Congressional mandate.

| know of the many inpedi nents that you had no
control over. Also, | would like to conmend the chairnman
and his staff for, on a daily basis, just keeping this
nmoving forward. | am happy to have voted on this package
and | ook forward to the rest of it.

Thank you again for all of your efforts.

CHAl RMVAN NEWSOMVE:  Thank you very nuch,
Conmi ssi oner .

Comm ssi oner Erickson, any conments?

COWM SSI ONER ERI CKSON: Sure. Actually, | would
al so just like to echo what you each have commented on.
First, | would Iike to thank you, M. Chairman, for keeping
your eye on the ball and keeping this Commission focused on
trying to do its due diligence and making sure that we’'re
putting rules out effectively but also efficiently.

| am very hopeful that our action today will clear
the deck sufficiently to allow us to nove forward on margins

next nonth, the 6th or 7th nmaybe.



In any event, | would also like to thank the
staff. |It’s been a long 18 nonths. There have been a | ot
of hurdles along the road. You have managed all of them
very well. | look forward to seeing this through to
conpl etion. Thank you.

CHAl RMVAN NEWSOMVE:  Thank you very nuch,
Conmi ssi oner .

Does anyone el se have any coments or questions?

[ No response. ]

If not, then I'll entertain a notion we adjourn.

COW SSI ONER HOLUM  So noved.

COWM SSI ONER ERI CKSON:  Second.

CHAI RVAN NEWSOVE:  All in favor say aye.

[ Chorus of ayes.]

CHAI RVAN NEWSOVE:  Any opposed?

[ No response. ]

CHAl RMAN NEWSOVE:  The vote is unani nous and the
meeting is adjourned. Thank you.

[ Wher eupon, at 3:44 p.m, the neeting was

adj our ned. ]



